REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON MODIMOLLE LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Modimolfe Local 
Municipality, which comprise the statement of financial position as at 30 June 
201 1 , and the statement of financial performance, statement of changes in net 
assets and the cash flow statement for the year then ended, and a summary of 
significant accounting policies and other explanatory information, and the 
accounting officers report as set out on pages XX to XX. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the South African Standards of 
Generally Recognised Accounting Practice (SA Standards of GRAP) and the 
requirements of the Municipal Finance Management Act of South Africa, 2003 
(Act No. 56 of 2003) (MFMA), and for such internal control as management 
determines necessary to enable the preparation of financial statements that are 
free from material misstatement, whether due to fraud or error. 

Auditor-Generars responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996 (Act No. 108 of 1995) and section 4 of the Public Audit Act of South Africa, 
2004 (Act No. 25 of 2004) (PAA), my responsibility is to express an opinion on 
these financial statements based on my audit. 

4. t conducted my audit in accordance with International Standards on Auditing and 
General Notice 1111 of 2010 issued in Government Gazette 33872 of 15 
December 2010. Those standards require that i comply with ethical 
requirements and plan and perform the audit to obtain reasonable assurance 
about whether the financiaf statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the 
amounts and disclosures in the financial statements. The procedures selected 
depend on the auditor’s judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. 
In making those risk assessments, the auditor considers internal control relevant 
to the entity's preparation and fair presentation of the financial statements in 
order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the entity’s 
internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made 
by management, as well as evaluating the overall presentation of the financial 
statements. 
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6. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Basis for adverse opinion 

Property, plant and equipment 

7. Standard of Generally Recognised Accounting Practice, GRAP 17, Praperty, 
plant and equipment, requires that the present value of the future costs to 
rehabilitate landfiil sites be capita fised to the cost of the asset. The present value 
of the expected future cost was not capitalised to the asset as required by the 
standard resulting in property, pfant and equipment being understated by R11 
604 663, the provision as disclosed in note 18 to the financial statements is 
overstated by R 1 148 119 and expenditure is overstated by R12 752 782. 

8. Standard of Generally Recognised Accounting Practice, GRAP 21, tmpainnent of 
non-cash generating assets requires that if the recoverable service amount of an 
asset is less than its carrying amount, the carrying amount of the asset shall be 
reduced to its recoverable service amount. This reduction is an impairment loss 
and should be recognised immediately in surplus of deficit. The municipality did 
not recognise an impaimnent loss relating to assets not in use, resulting in 
property, plant and equipment being overstated by R200 000 and the surplus for 
the period understated by R200 000. 

9. Standard of Generally Recognised Accounting Practice, GRAP 17, Property, 
plant and equipment stales that depreciation amount of an asset shall be 
allocated on a systematic basis over its useful life. The calculation of backlog 
deprecialior^ for the current year was inaccurately computed by the municipality. 
Consequently, property, plant and equipment is overstated by R6 193 626 and 
depreciation expense is understated by R6 193 626, 

10. Standard of Generally Recognised Accounting Practice, GRAP 17, Property, 
plant and equipment requires that an item of property, plant and equipment shall 
be measured at its cost, which comprises any costs directly attributable to 
bringing the asset to the location and condition necessary for it to be capable of 
operating in the manner intended by management. Assets that w/ere acquired 
during the year were capitalised at an incorrect value. Consequently, property, 
plant and equipment is understated by RIO 302 474. I v;as unable to determine 
the effect on the other account balances or classes of transactions contained in 
the financial statements. 

Non>current Irabllitles 

11. Standard of Generally Recognised Accounting Practice, GRAP 25, Employee 
costs requires that the amount recognised as a defined benefit liability shall be 
the net total of the present value of the defined benefit obligation at the end of the 
reporting period. The valuation performed by the actuary confirmed the present 
value of the health care benefit liability at 30 June 2011 to be R17 016 505. The 
municipality has disclosed the retirement benefit obligation in the financial 
statements at R13 437 063. Consequently the retirement benefit obligation is 
understated by R3 579 442 and expenditure is understated by R3 579 442. 



12. Standard of Generally Recognised Accounting Practice, GRAP 25, Employee 
costs requires that the municipality discloses the following information in the 
notes to the financial statements: a reconciliatioji of opening and closing 
balances of the present value of the defined benefit obligation, the total expense 
recognised in profit or loss and the line items in which they are included, the 
principal actuarial assumptions used as at the end of the reporting period and the 
effect of an increase of one percentage point and the effect of a decrease of one 
percentage point in the assumptions used. The municipality has not disclosed 
this information in the notes to the financial statements. 

Provisions 

13. As a result of the municipality’s inadequate administration and record keeping 
over its leave records, there were no satisfactory alternative audit procedures 
that I could perform to obtain reasonable assurance that the leave provision 
balance amounting to R3 025 647 (2010: R3 923 210) as disclosed in note 19 to 
the financial statements is complete and correclly valued. 

Leases 

14. Standards of Generally Recognised Accounting Practice, GRAP 13, Leases 
requires a lease to be classified as a finance tease if it transfers substantially all 
the risks and rev/ards incidental to ownership. The municipality is party to a 
number of lease agreements that constitute finance leases, but v^hlch have been 
accounted for as operating leases. Consequently, property, plant and equipment 
is understated by R2 919 202 and the finance lease obligation in note 16 to the 
financial statements is understated by R2 919 202. Additionally, the surplus for 
the period is overstated by R2 919 202, 

Unauthorised, irregular and fruitless and wasteful expenditure 

15. Section 15 of the MFMA states that the municipality may incur expenditure only 
in terms of an approved budget and within the limits of the amounts appropriated 
for the different votes in an approved budget. Payments amounting to R16 117 
070 were made above the budgeted amounts in the vote. The amount v/as not 
included in unauthorised expenditure, disclosed in note 38 to the financial 
statements, resulting in unauthorised expenditure being understated by R16 117 
070. 

16. The municipality incurred interest and penalties of R242 236 as a resuit of 
discrepancies identified on the VAT assessment conducted by the South African 
Revenue Services (SARS). This amount has not been includ^ in the fruitless 
and wasteful expenditure disclosed in note 39 to the financial statements, 
resulting in fruitless and wasteful expenditure being understated by R242 236. 

17. Payments amounting to R2 388 370 v/ere made in contravention of the supply 
chain management requirements. This amount has not been included in the 
irregular expenditure disclosed in note 40 to the financial statements, resulting in 
irregular expenditure being understated by R2 388 370. 

Contingent liabilities 

18. The municipality disclosed an amount of R20 000 in note 36 to the financial 
statements in respect of a dispute with the former chief financial officer. AUhough 
the ultimate outcome of this matter cannot be presently determined, confirmation 



from the legal counsel of the municipality estimated a possible oulflov/ of funds 
amounting to R350 000. Consequently, contingent liabilities is understated by 
R330 000. 

Material losses 

19. Section125 of the MFMA states that the municipality must disclose particulars of 
any material losses that occurred during the financial year, and whether these 
are recoverable. As a result of inadequate monitoring, the municipality incurred 
distribution losses for electricity and water amounting to R12 794 727. This 
amount has not been disclosed in the notes to the financial statements, resulting 
in material losses being understated by R12 794 727 as per the above 
requirement. 

Trade and other receivables 

20. As a result of the municipality’s inadequate administration and record keeping 
over its debtor records, there were no satisfactory alternative audit procedures 
that I could perform to obtain reasonable assurance that the consumer debtors 
balance amounting to R27 548 494 (2010: R18 B13 557) as disclosed in note 10 
to the financial statements is complete and correctly valued. 

Value-Added Tax (VAT) 

21. In terms of the SARS assessment of VAT for the current financial year, an 
adjustment of R605 590 was required to be made in the accounting records. This 
adjustment was not made resulting in the VAT liability being understated by R605 
590. I v/as unable to determine the effect on the other account balances or 
classes of transactions contained in the financial statements. 

inventory 

22. During the stock count performed at year end, 1 identified material discrepancies 
betv/een the inventory records and the physical stock on hand at the municipality. 
These discrepancies were not resolved or adjusted in the underlying accounting 
records and financial statements of the municipality. The effect on the inventory 
balance of R7 565 134 (2010: R4 302 880) as disclosed in note 7 to the financial 
statements could not determined. 

23. In terms of section 63(a) of the MFMA the accounting officer is responsible for 
the management of the assets of the municipality, including the safeguarding and 
the maintenance of those assets. Inventory to the value of R35 459 364 has not 
been included in the financial statements, resulting in an understatement of 
inventory of R35 459 364. 1 v/as unable to determine the effect on the other 
account balances or classes of transactions contained In the financial 
statements. 

Expenditure 

24. Expenditure transactions amounting to R662 443 could not be traced to 
supporting documentation. The municipality's records did not permit the 
application of alternative audit procedures. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the occurrence, 
accuracy and classification of general expenses. 



25. In terms of s 62(1 Kb) of the MFMA, the accounting officer of the munldpaiity is 
responsible for managing the financial administration of the municipality, and 
must for this purpose take all reasonable steps to ensure that full and proper 
records of the financial affairs of the municipality are kept in accordance ^vith the 
prescribed norms and standards. The municipality incorrectly classified rental 
expenditure as repairs and maintenance, resulting in repairs and maintenance 
expenses being overstated by R19 368 024 and rental expenses being 
understated by R19 368 024. 

Trade and other payables 

26. Payments received in advance amounting to R2 966 570 could not be traced to 
supporting documentation. The municipality’s records did not permit the 
application of alternative audit procedures. ConsequenUy, t did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the completeness, 
existence and valuation of payments received in advance. 

Opinion 

27. In my opinion, because of the significance of the malter(s) described in the Basis 
for adverse opinion paragraphs, the financial statements do not present fairly the 
financial position of the Modsmolle Local Municipality as at 30 June 201 1 and its 
financial performance and cash flows for the year then ended, in accordance with 
the South African Standards of Generally Recognised Accounting Practice (SA 
Standards of GRAP) and the requirements of the MFMA. 

Emphasis of matter 

28. 1 drav/ attention to the matters below. My opinion is not modified in respect of 
these matters: 

Significant uncertainties 

29. With reference to note 36 to the financial statements, the municipality is the 
defendant in respect of lav^suits pending for an amount of R749 600. The 
outcome of these fav/suits cannot be determined at present and no provision has 
been made for any liability that may result. 

Restatement of corresponding figures 

30. As disclosed in note 37 to the financial statements, the corresponding figures for 
30 June 2010 have been restated as a result of errors discovered during 201 1 In 
the financial statements of the municipality at, and for the year ended, 30 June 
2010 . 

Additional matter 

31 . 1 drav^f attention to the matters below. My opinion is not modified in respect of this 
matter: 

Unaudited supplementary schedules 

32. The supplementary information set out on pages XX to XX does not form part of 
the financial statements and is presented as additional information. I have not 
audited these schedules and, accordingly, I do not express an opinion thereon. 



REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

33. In accordance vMh the PAA and In terms of General notice 1111 of 2010, issued 
in Govemmeni Gazef^e 33372 of 15 December 2010, i include belov; my findings 
on the annual performance report as set out on pages XX to XX and material 
non-compliance with lav/s and regulations applicable to the entity. 

FfNDINGS ON THE REPORT ON PREDETERMINED OBJECTIVES 

Usefulness of information 

34. The reported performance information was defrcient in respect of the following 
criteria: 

• Consistency: The reported objectives, indicators and targets are not 
consistent with the approved annual performance plan and the integrated 
development plan. 

The following audit finding relates to the above criteria: 

• Reported performance against predetermined objectives, indicators and 
targets is not consistent with the approved integrated development plan and 
the service delivery budget implementation plan. 

RetlabiNty of information 

35. The reported performance information was deficient In respect of the follov/Ing 
criteria: 

• Accuracy: The amounts, numbers and other data relating to reported actual 
performance have not been recorded and reported appropriately. 

The following audit finding relates to the above criteria: 

• For the selected objectives, 25% of the reported targets were not accurate 
based on the evidence provided. 

Compliance with laws and regulations 
Strategic planning and performance management 

36. The municipality did not adopt a framework that describes and represents how 
the municipality’s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement will be conducted, organised 
and managed, including determining the roles of the different role players as 
required by sections 38, 39, 40 and 41 of the Municipal Systems Act and 
Municipal Planning and Performance Management Regulations 7 and 8. 

Budgets 

37. The municipality incurred expenditure that was not budgeted for and/ or incurred 
expenditure in excess of the limits of the amounts provided for in the votes in the 
approved budget, in contravention of section 15 of the MFMA. 



Annual financial statements, performance and annual report 

3B. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. 
Material misstatements identified by the auditors were not adequately corrected, 
which resulted in the financial statements receiving an adverse audit opiniorr. 

Procurement and contract management 

39. Goods and services with a transaction value of between RIO 000 and R200 000 
v.?ere procured without obtaining written price quotations from at least three 
different prospective providers as per the requirements of Municipal SCM 
regulation 17(a) and (c) 

40. Av^ards v/ere made to suppliers v^o did not submit a declaration on their 
employment by the state or their relationship to a person employed by the state 
as per the requirements of Municipal SCM regulation 13(c). 

Expenditure management 

41 . The accounting officer did not take reasonable steps to prevent unauthorised 
expenditure, irregular expenditure and fruitless and wasteful expenditure, as 
required by section 62(1 )(d) of the MFMA. 

INTERNAL CONTROL 

42. In accordance with the PAA and in terms of General notice 1111 of 2010, issued 
in Government Gazette 33872 of 15 December 2010, we considered internal 
control relevant to our audit, but not for the purpose of expressing an opinion on 
the effectiveness of internal control. The matters below are limited to the 
significant deficiencies that resulted in the basis for the adverse opinion, findings 
on the annual performance report and findings on compliance with laws and 
regulations included in the report. 

Leadership 

• Management established a formal code of conduct, v^ich addressed 
appropriate ethical and moral behaviour, but the code was not 
communicated to all employees and/or employees were not trained properly 
to understand the code and implement it. 

• The accounting officer did not perform a detailed review of the financial 
statements and the report on predetermined objectives prior to their 
submission for audit, v4iich has resulted in several matters not being 
identified and corrected. 

• Them uni ci pal ity did not have s ufficient m o niton ng contro Is to e ns u re 
adherence to the internal policies and procedures for purposes of taking 
corrective action. 

• Key personnel do not have adequate competencies in the areas of financial 
statements, predetermined objectives and compliance with laws and 
regulations to fulfil their duties and responsibilities 



• Management does not have documented policies and procedures to guide 
the operations of the municipality, resulting in numerous instances of non- 
compliance with the MFMA. 

» The municipality did not have key controls to address the systems of 
collection, collation, verification and storage of performance infomnation 

Financial and performance management 

• The municipality did not have adequate records management to ensure that 
documents are readily available for audit. 

• The accounting officer did not implement the daily and monthly controls as 
designed for the entity's business processes. 

• The accounting officer did not investigate and resolve items appearing in 
suspense accounts from prior years. 

• Despite the use of consultants in the preparation of the annual financial 
statements, there was no reduction in material misstatements in the financial 
statements and no evidence to suggest that the skills were adequately 
transferred to the municipality. 

• The municipality incurred expenditure that was not budgeted for and/ or 
Incurred expenditure in excess of the limits of the amounts provided for in the 
votes in the approved budget. 

Governance 

• The audit committee did not reviev/ the adequacy, reliability and accuracy of 
the financial statements and the report on predetermined objectives prior to 
the submission for audit. 


PoloKv/ane 
30 November 2011 
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